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Abstract:  There  are  various  reasons  why  some  entrepreneurs  may  be  more 
overoptimistic at the start of their ventures than others. We distinguish between four 
broad  categories  of  determining  factors  and  three  areas  of  overoptimism  (income, 
psychological burden and leisure time) and empirically investigate those for a sample 
of Dutch start-ups. The first category is information. We find that more specifically 
informed entrepreneurs are less likely to be overoptimistic while (general) education 
increases overoptimism. The second category is motivation. Entrepreneurs motivated 
by pull factors are found to be less overoptimistic than those who are ‘pushed’ to start 
a venture. The third category encompasses personal characteristics such as gender, 
age, having a life partner and access to other income. The fourth category of firm 
characteristics  includes  factors  such  as  sector,  take-over  versus  newly  started 
business, and home-based versus separate business premises. We find little additional 
explanatory power of these personal and firm characteristics. 
 
 
   4 
INTRODUCTION 
The vast majority of entrepreneurs aims at running a venture that is successful instead 
of seeing it (merely) as a learning experience. However, for many of them it does not 
turn out as expected. In fact, within the first five years failure rates among start-ups 
and  new  ventures  amount  up  to  sixty  percent  (Cooper  et  al.,  1988;  Phillips  and 
Kirchhoff, 1989) and the average income of the self-employed is often well below 
that of (comparable) employed individuals (Hamilton, 2000). The high failure rate of 
new ventures and the relatively low returns suggest that cognitive biases play a role 
and  that  many  firms  are  started  by  entrepreneurs  who  are  overoptimistic  and/or 
overconfident (De Meza and Southey, 1996).  
Cognitive  biases  arise  when  individuals  are  confronted  with  too  much  and/or  too 
complex information to make rational decisions. In his work Herbert Simon referred 
to this ‘bounded rationality’ of human beings. In such cases decision-making tends to 
be driven by heuristics, i.e., simplifying strategies or decision rules individuals use to 
make  decisions  (Tversky  and  Kahneman,  1974).  Overoptimism  occurs  when  an 
individual’s  optimism  in  a  decision  exceeds  his/her  accuracy  in  that  judgment 
(Pulford and Colman, 1996). It has been found to play a role in different decision-
making  situations  and  professions  (Lowe  and  Ziedonis,  2006;  Barber  and  Odean, 
2001).  
Overoptimism
1  has  also  been  linked  to  entrepreneurship  (Kahneman  and  Lovallo, 
1993; Camerer and Lovallo, 1999; Bercovitz et al., 1997; Busenitz and Barney, 1997; 
Sarasvathy  et  al.,  1998;  Palich  and  Bagby,  1995;  De  Meza  and  Southey,  1996; 
Arabsheibani et al., 2000; Puri and Robinson, 2005). Entrepreneurs can be overly 
optimistic with respect to, for example, the attractiveness of their product, consumer 
demand, degree of competition, their own managerial abilities; their ability to control 
(future) events and venture performance (Wickham, 2006). Several reasons have been 
proposed for the overoptimistic nature of entrepreneurs such as self-selection and the 
assumption  that  entrepreneurship  attracts  a  certain  type  of  people  (Forbes,  2005). 
                                                 
1 In the current paper we use the notion of ‘overoptimism’ also to include what other researchers have 
termed  ‘overconfidence’.  Overoptimism  and  overconfidence  can  be  seen  as  two  distinct  concepts. 
Overoptimism involves the overestimation of the probability of positive outcomes and underestimating 
the probability of negative outcomes. Overconfidence refers to overestimating one’s abilities to deal 
with future outcomes.    5 
Moreover, cognitive heuristics may help entrepreneurs to cope with the information 
load,  time  pressure  and  uncertainty  characterizing  entrepreneurship  (Parker,  2006) 
and to take timely actions and develop the new venture before all relevant information 
is available and known (Busenitz and Barney, 1997)
2.    
Cognitive biases such as overoptimism may lead to excessive entry, high failure rates 
and below-average earnings (Camerer and Lovallo, 1999; Koellinger et al., 2007). 
Nevertheless, there are still many new entrants who manage to survive and prosper, 
suggesting that there is variation in the degree of overoptimism among entrepreneurs. 
According to Forbes (2005) this variation can be explained by differences in both 
individual  and  environmental  characteristics.  From  a  more  general  perspective 
Bhandari  and  Deaves  (2006)  argue  there  is  a  link  between  socio-demographic 
characteristics (age, gender, education) and overconfidence.  
Recently, Hayward et al. (2006) introduced a ‘hubris theory of entrepreneurship’ to 
explain the consistently high failure rates of new business ventures. They discuss (but 
do  not  empirically  test)  the  relationship  between  overconfidence  and  several 
characteristics of the new venture, its environment and the entrepreneur. For example, 
it is hypothesized that both dissimilar founding experience and business planning in 
complex and dynamic environments may aggravate rather than reduce overoptimism. 
In the present study we aim to find out whether there is evidence for such individual 
differences.  
Our study contributes to the relatively scarce but growing stream of literature that 
links  overconfidence  to  entrepreneurship,  and  empirically  tests  the  hypotheses  as 
proposed by Hayward et al. (2006). We make use of a large sample of entrepreneurs 
in all industries, thereby circumventing the problem of small sample size. As opposed 
to earlier studies on this topic, we include relevant subjects (entrepreneurs) in the 
analyses, and do not make use of (business) students participating in experiments. The 
focus is on entrepreneurs in new ventures of less than one year old, who are often 
assumed to display relatively high levels of overconfidence (Dosi and Lovallo, 1997). 
Finally, we take a broad perspective on overoptimism and do not only investigate the 
financial consequences of overoptimism, but also examine overoptimism with respect 
                                                 
2 Busenitz and Barney (1997, p.15) argue that entrepreneurship can be seen as an enactment process 
where acting precedes thinking.   6 
to  psychological  stress  and  leisure  time.  These  three  aspects  generally  play  an 
important role in the occupational decision.  
DETERMINANTS OF OVEROPTIMISM 
There are various reasons why some entrepreneurs may be more overoptimistic at the 
start of their ventures than others. We distinguish between four broad categories of 
determining factors. The first category is information. We expect that better informed 
entrepreneurs are less likely to be overoptimistic. The second category is motivation. 
More intrinsically motivated entrepreneurs are expected to be less disappointed after 
setbacks in the first period of operation than extrinsically motivated entrepreneurs. 
The third category encompasses personal characteristics such as gender, age, having 
a life partner and access to other income. The fourth category, firm characteristics, 
includes factors such as sector, take-over versus newly started business, and home-
based versus separate business premises. These four categories of determining factors 
are discussed in detail below.  
Information and knowledge 
Nascent  entrepreneurs differ in terms of the amount of (relevant) knowledge they 
possess.  In  addition,  different  environments  in  which  firms  are  started  require 
different types and levels of knowledge. It may be expected that individuals who are 
well-informed about the possible consequences of their choices are unlikely to display 
overoptimism.  A  distinction  is  usually  made  between  general  and  specific  (or 
relevant) knowledge (Becker, 1993; Castanias and Helfat, 2001). Education enhances 
learning and increases the problem-solving ability of an individual within a given 
environment.  Individuals  with  higher  levels  of  education  tend  to  be  more  self-
confident (Davidsson and Honig, 2003; Bhandari and Deaves, 2006) and, accordingly, 
may have also higher expectations of the results of their work efforts. Accordingly, 
nascent entrepreneurs who are well-educated may be more likely to overestimate their 
abilities to run a venture.  
Bhandari and Deaves (2006, p. 10) argue that there is an important difference between 
formal education and relevant (or pertinent) knowledge: “those with formal education 
do  not  know  more  about  investments,  but  they  think  they  do:  thus  they  are 
overconfident”. Relevant knowledge may be acquired through previous experience   7 
with, e.g., management, the industry and starting up a business. Nascent entrepreneurs 
with  past  exposure  to  the  challenges  of  entrepreneurship  or  who  have  performed 
related activities in their (past) career may be expected to be more realistic and less 
susceptible to the overoptimism bias (Fraser and Greene, 2006). Nevertheless, in a 
study by Wright et al. (1997) venture capitalists reported that serial entrepreneurs 
were less able to recognize their own limitations than first-time entrepreneurs. Also, 
Hayward et al. (2006) claim that entrepreneurs who are experienced founders may be 
overconfident  when  the  nature  of  their  venture  differs  from  that  of  previous 
endeavors. Hence, only specific knowledge is expected to lead to more realism among 
nascent entrepreneurs. Cooper et al. (1988) find that serving similar markets appears 
to lower overoptimism and enhance venture success. They also find that if founders 
previously  worked  for  an  organization  using  similar  technology,  they  were  more 
likely to be successful. Hence, related experience is expected to lead to more realism 
for activities in uncertain environments. 
We  assume  that  general  knowledge  in  terms  of,  e.g.,  high  education  or  general 
entrepreneurial experience enhances overoptimism and that more specific knowledge 
about running a business in a particular industry makes nascent entrepreneurs more 
realistic  regarding  (future)  venture  performance.  The  following  hypotheses  are 
formulated: 
H1:   Nascent entrepreneurs with high levels of general knowledge will be more 
overoptimistic than entrepreneurs with lower levels of such knowledge. 
H2:  Nascent  entrepreneurs  with  high  levels  of  specific  (or  relevant)  knowledge 
will  be  less  overoptimistic  than  entrepreneurs  with  lower  levels  of  such 
knowledge. 
The  knowledge  required  to  run  a  successful  business  varies  across  activities  and 
industries. Dynamic, complex and uncertain markets tend to require more (specific) 
knowledge than activities undertaken in stable, simple and certain environments. In 
situations  where  entrepreneurs  are  confronted  with  high  levels  of  environmental 
uncertainty,  the  level  of  required  knowledge  is  often  unrealistically  high,  forcing 
entrepreneurs to  rely more on heuristics to make decisions (Busenitz  and Barney, 
1997, p. 10). Indeed, the cognitive bias of overoptimism is found to be greatest for 
complex  tasks,  forecasts  with  high  levels  of  uncertainty,  for  undertakings  without   8 
rapid  and  just  feedback  (Fischoff  et  al.,  1997;  Griffin  and  Tversky,  1992)  and  in 
ambiguous environments (Camerer and Lovallo, 1999).  
High-tech  entrepreneurial  activity  will  require  relatively  high  levels  of  (detailed) 
knowledge.  In  line  with  the  assumption  that  high  levels  of  required  knowledge 
stimulate  overoptimism,  Simon  and  Houghton  (2003)  find  that  managers  who 
introduce  new  (pioneering)  products  were  more  overconfident  as  compared  to 
managers  who  pursued  incremental  innovations.  We  formulate  the  following 
hypotheses  to  capture  the  effect  of  required  knowledge  in  complex  and  dynamic 
environments on overoptimism
3:  
H3:  Nascent  entrepreneurs  who  are  undertaking  activities  in  complex  and 
uncertain environments, characterized by high levels of required knowledge, 
will be more overoptimistic than entrepreneurs who do not engage in such 
activities.  
Realistic entrepreneurs will have a good idea of what they know and do not know, and 
when  and  for  which  tasks  they  need  outside  help.  According  to  Parker  (2006) 
entrepreneurs  would  be  better  off  forming  relationships  with  outsiders,  such  as 
professional advisors, because they are objective, detached and have the knowledge to 
counteract  unrealistic  optimism.  Similarly,  Bhandari  and  Deaves  (2006)  advocate 
third-party advice to entrepreneurs who do not have relevant experience or are not 
willing to engage in relevant training or education. However, entrepreneurs are often 
stubborn and sometimes ignore the advice of experts (in particular if this advice does 
not  align  with  their  own  ideas).  Advice  from  outside  may  do  little  to  temper 
entrepreneurial overoptimism (Lowe and Ziedonis, 2006, p. 176). According to Suen 
(2004) advisors sometimes find it hard to communicate specialized information to the 
entrepreneur  and  often  resort  to  giving  a  general  summary  in  a  neutral  way.  The 
heuristics  that  entrepreneurs  use  to  process  such  information  could  then  easily  be 
employed  in  a  self-serving  way.  Next  to  hiring  in  advice  from  the  outside, 
entrepreneurs can also outsource activities with which they have no experience and 
that do not (directly) belong to the core business of a venture. We expect that outside 
help (in the form of advice or outsourcing) generally makes nascent entrepreneurs 
                                                 
3 Hayward et al. (2006, p.164) introduce the following two propositions. Proposition 1: the greater the 
environmental complexity that is inherent in the focal venture opportunity, the greater the founder 
overconfidence. Proposition 2: the greater the environmental dynamism that is inherent in the focal 
venture opportunity, the greater the founder overconfidence.      9 
more realistic, provided that the help is of good quality and the entrepreneur is open to 
it. The following hypothesis is formulated:  
H4:  Nascent entrepreneurs who fill in the gaps in their knowledge by asking for 
outside help will be less overoptimistic than entrepreneurs who do not reach 
out for back-up support. 
In  addition  to  outside  help  and  advice,  nascent  entrepreneurs  can  also  prepare 
themselves for setting up the business, for example through writing a business plan 
where all relevant aspects of the business are discussed in detail. According to Delmar 
and Shane (2003) writing a business plan provides helpful guidelines for running the 
business.  This  suggests  that  planning  leads  to  more  realism  among  entrepreneurs. 
However,  Cooper  et  al.  (1988,  p.  105)  find  that  the  poorly  prepared  are  just  as 
optimistic as those who are well-prepared. Hayward et al. (2006) go a step further and 
argue that business planning may even enhance overoptimism because the extensive 
scenario and contingency plans increase the entrepreneur’s confidence that (s)he will 
be  able  to  meet  with  the  proposed  deadlines  and  make  the  business  a  success 
(Hayward  et  al.,  2006).  In  this  way  business  plans  may  create  false  hope  for 
entrepreneurs. Hypothesis 5 is formulated as follows: 
H5:  Nascent entrepreneurs who write a business plan will be more overoptimistic 
than entrepreneurs who refrain from writing such a plan.  
Motivation 
There  are  various  motives  to  start  a  new  venture.  Money  is  important  but  not 
necessarily  most  important  (Amit  et  al.,  2001).  Some  of  the  key  non-monetary 
motives  for  starting  up  a  business  include  the  wish  to  be  independent  and  the 
combination of work and household responsibilities. These start-up motives may have 
important consequences for the degree of (over)optimism that characterizes (nascent) 
entrepreneurs. For example, if an entrepreneur is mainly driven by wealth creation, it 
may be expected that (s)he is more likely to be disappointed if the turnover in the first 
year is relatively low. If the entrepreneur is driven by the wish to be independent, 
(s)he may be unpleasantly surprised by the strong reliance upon a limited number of 
clients  or  the  bank.  If  the  primary  start-up  motive  is  exploiting  a  perceived 
opportunity, the entrepreneur may be faced with other people who came up with the 
same idea or possibly an overestimated market demand for the (new) product.    10 
In  the  present  analysis  we  discriminate  between  intrinsic  and  extrinsic  start-up 
motives  (Gilad  and  Levine,  1986).  Intrinsic  motives  include  the  desire  for 
independence and combining work with care for family members. Entrepreneurs who 
are driven by such motives will probably be less inclined to set unrealistically high 
pecuniary goals. Extrinsic motives include two categories: pull and push factors. An 
opportunity of perceived profit is an important pull factor of entrepreneurship, while 
(the threat of) unemployment is a well-known push factor. Regarding the exploitation 
of  opportunities,  Hayward  et  al.  (2006)  argue  that  overoptimistic  founders  will 
commit too many resources to the opportunities that are the bases of their ventures. If 
entrepreneurs  are  ‘blinded’  by  their  own  ideas  and  fail  to  adequately  assess  the 
competition and the (potential) problems to transform the opportunity into a profitable 
venture, overoptimism is around the corner. We formulate Hypothesis 6 as follows: 
H6:  Nascent  entrepreneurs  who  start  opportunity-based  ventures  will  be  more 
overoptimistic than entrepreneurs who are not driven by opportunities they 
recognize in the market. 
People who do not have an intrinsic motivation to start a business may be pushed into 
self-employment  because  of,  for  example,  unemployment,  the  fear  to  become 
unemployed  or  dissatisfaction  with  the  current  (wage)  job.  These  ‘necessity’ 
entrepreneurs  may  be  subject  to  overoptimism  because  they  generally  have  less 
entrepreneurial talent and are mainly motivated by escaping an undesirable situation. 
Indeed, Reynolds et al. (2002) argue that necessity entrepreneurship tends to have a 
lower  contribution  to  job  creation.  This  leads  us  to  formulate  the  following 
hypothesis: 
H7:  Nascent  entrepreneurs  who  are  pushed  into  self-employment  are  less 
knowledgeable and, therefore, more overoptimistic than entrepreneurs who are 
not forced to become self-employed.  
Individuals with an intrinsic motivation to become an entrepreneur are not expected to 
attach much importance to the pecuniary benefits of starting a venture. Although they 
want the firm to provide them with a decent income, their desire to become rich is 
limited. It can be expected that such entrepreneurs are far less likely to become a 
victim  of  their  own  (unrealistic)  expectations,  particularly  regarding  financial 
outcomes. Hypothesis 8 is formulated as follows:    11 
H8:  Nascent  entrepreneurs  who  are  driven  by  an  intrinsic  motivation  are  less 
overoptimistic than entrepreneurs who are not driven by such a motivation. 
Personal and firm characteristics 
The  present  study  controls  for  personal  and  firm  characteristics  when  explaining 
overoptimism. We include the following personal characteristics: gender, age, having 
a life partner and access to other income. Barber and Odean (2001) find evidence for a 
link  between  gender  and  overconfidence  when  explaining  differences  in  trading 
volume between female and male investors. It appears that women trade less than men 
do
4. Arabsheibani et al. (2000, p.40) find that unrealistic financial optimism is lower 
for women, arguing that: “males have most to gain from overoptimism and female 
from  developing  the  psychological  skills  to  detect  such  deceptions”.  Gender 
differences in overconfidence are highly task-dependent (Lundeberg et al., 1994) and 
are  expected  to  be  greatest  for  tasks  that  are  perceived  to  be  masculine,  such  as 
entrepreneurship (Beyer and Bowden, 1997). 
Age of the entrepreneur may also be relevant when explaining overoptimism. Taylor 
(1975)  finds  that  older  managers  search  for  more  information  before  making  a 
decision  and  were  less  confident  about  their  decisions  ex-post.  Similarly,  Forbes 
(2005) finds that younger entrepreneurs are more overconfident than the older ones.  
Marital  status  and  access  to  other  income  may  also  be  related  to  optimism.  If 
individuals have a partner, they may act more cautious than if they are single. The 
partner may also point at risks and problems involved when running a business and, 
accordingly, add to the realism of nascent entrepreneurs. On the other hand, a partner 
can increase the confidence level of an individual, so that (s)he is able and willing to 
take  some  risk,  possibly  enhancing  overoptimism.  The  partner  may  also  earn  an 
income and provide financial security for the nascent entrepreneur. If an individual 
has access to other income than earned through the business, this is likely to increase 
his  or  her  confidence.  Arabsheibani  et  al.  (2000)  find  that  optimism  is  lower  for 
singles. On the other hand, if the income is obtained through having a wage job next 
to running a business, it may be that individuals foresee problems (i.e., are realistic) 
and therefore keep their job so that they have some financial security.  
                                                 
4 Gender differences appear even more pronounced when comparing single men and single women. 
Indeed, married couples may influence each others (investment) decisions (Barber and Odean, 2001).    12 
We include the following firm characteristics: sector, take-over versus newly started 
business, home-based versus separate business premises and the amount of capital 
invested in the business. In this way we are able to control for size differentials across 
the young firms in our sample. It has been found that start-up size and optimism are 
positively related (Frank, 1988; Fraser  and Greene, 2006; Hayward  et al., 2006)
5. 
Finally,  a large amount of start-up capital may indicate that entrepreneurs foresee 
problems (Cooper et al., 1988) or, alternatively, may reflect an efficient strategy or 
management team (that is able to raise a large amount of money).   
SAMPLE  
To test the hypotheses we use data gathered through a detailed panel survey of the 
research institute EIM Business and Policy Research, commissioned by the Dutch 
Ministry of Economic Affairs. More detailed information on this survey can be found 
in van Uxem and Bais (1996) and Gibcus et al. (2006). A representative sample was 
drawn  of  independent  new  ventures  registered  in  the  first  quarter  of  1994  at  the 
Chamber(s) of Commerce. Only main establishments were selected. The distribution 
of  firms  was  representative  across  sector  and  size  class.  Agricultural  firms  and 
companies extracting minerals; businesses that changed legal form or activity; and 
relocated  firms were  excluded. The main themes covered by the survey questions 
include firm and owner characteristics; finance and investment; bottlenecks; strategy 
and goals; market and environment; and realization and expectations. Approximately 
12,000 firms were approached by telephone, of which about 3,000 participated in the 
survey. These firms received a questionnaire by mail. A total of 1938 questionnaires 
was  returned.  The  present  study  uses  a  sub-sample  of  1170  Dutch  entrepreneurs 
(either  owners  or  owner-managers).  This  sub-sample  includes  all  observations  for 
which information is available for the variables included in the present study.  
VARIABLE DESCIPTION 
The eight hypotheses are tested using a selected set of variables. A complete overview 
of  these  variables,  grouped  into  different  categories  (i.e.,  information,  motivation, 
personal and firm characteristics), can be found in Table 1. Hypothesis 1 is tested with 
the variables education and entrepreneurial experience. The latter variable may also 
                                                 
5 Note that Fraser and Greene (2006) measure start-up size in terms of number of employees.   13 
reflect relevant entrepreneurial experience, but this is controlled for by including the 
job similarity variable. Hypothesis 2 is tested using the variables job similarity and 
experience with financial management. The complex environment of Hypothesis 3 is 
measured in terms of the two variables hightech and keepup. The latter measures the 
effort it takes to keep up with relevant developments in the industry. Hypothesis 4 
represents the effects of external advice and help. We include two support variables: 
networking  and  outsourcing.  Entrepreneurs  who  outsource  certain  activities  are 
expected to be aware of the fact that they’d better not do it on their own. Hypothesis 5 
is tested using the dichotomous variable businessplan.  
The three hypotheses about motivation are tested as follows. Hypothesis 6 is tested 
using the variable opportunity, which is the extent to which opportunity played a role 
in the decision to start up a business. To test for Hypothesis 7 we take into account 
four  different  push  factors  (i.e.,  unemployment,  threat  of  unemployment, 
dissatisfaction  with  the  current  wage  job,  personal  circumstances)  which  are 
combined into the variable push. Finally, Hypothesis 8 is tested on the basis of the 
two variables: ownboss and workcare, representing the extent to which the wish to be 
your own boss and combining work and care play an important role in the start-up 
decision, respectively. 
We incorporate five personal characteristics that may influence overoptimism. The 
first  two  are  gender  and  age.  On  average  women  are  expected  to  be  less 
overoptimistic than men. Also, nascent entrepreneurs who have more life experience 
may  display  less  overoptimism  because  they  are  more  likely  to  have  encountered 
setbacks and disappointments in life. Another personal characteristic we include is 
having a life partner. A life partner may temper or enhance overoptimism, providing 
the other with confidence or stress that (s)he should be cautious when taking financial 
risks.  A  related  variable  is  subsistence.  Entrepreneurs  who  rely  heavily  on  their 
business as the sole source of income, may be more careful and avoid overly risky 
choices and endeavors. Finally, we incorporate whether the entrepreneur has other 
activities next to running the business, otherhours, which is likely to influence the 
perceived psychological burden and/or leisure time. 
There are four firm characteristics in our analysis. The first is firmstatus measuring 
whether the firm is newly started or a takeover. Takeovers may be characterized by 
more information about consumers, costs and financial and legal requirements, which   14 
may  reduce  overoptimism.  Furthermore,  the  size  of  the  company  is  measured  by 
startcapital, a categorical variable with seven size classes, ranging from very small 
start-ups (4,500 euros or less) to substantial start-ups (225,000 euros or more). Large-
size start-ups may require more preparation and usually have to deal with outside 
supervision by capital suppliers, reducing the chance of overoptimism. The variable 
homebase captures whether a business is started and run from the home or a business 
premises. As firm that is started and run from the home indicates a first step towards a 
mature and successful business, and may be an indicator of prudence. Finally, we take 
into  account  the  sector  the  entrepreneur  operates  in,  distinguishing  between 
manufacturing/construction (manucons), wholesaling/retailing (wholeretail) and other 
sectors (mainly personal services).   
Our  dependent  variable  overoptimism  is  measured  by  directly  asking  respondents 
whether  the  outcomes  of  the  new  venture  creation  (e.g.,  income,  psychological 
burden, leisure time) were in line with their (initial) expectations. Answer categories 
range from (1) “far better than expected” to ..... (5) “much worse than expected”. The 
outcomes of the new venture (within one  year of operation) can take the form of 
income, psychological burden or leisure time. Note that our measure of overoptimism 
allows respondents to be overly optimistic as well as overly pessimistic (e.g., Forbes, 
2005).    15 
Table 1: Variable description 
Variable name  Variable description 
Overoptimism with 
respect to income 
Thus far, is the income you retrieved from your business in line with your expectations? [1=far better than expected; 2=better than expected; 3=similar to 
expectations; 4=a bit disappointing; 5=much worse than expected] 
Overoptimism with 
respect to psych. burden 
Thus far, is the psychical burden of starting up a business in line with your expectations? [1=far better than expected; 2=better than expected; 3=similar to 
expectations; 4=a bit disappointing; 5=much worse than expected] 
Overoptimism with 
respect to leisure time 
Thus far, is your (remaining) leisure time in line with your expectations? [1=far better than expected; 2=better than expected; 3=similar to expectations; 4=a bit 
disappointing; 5=much worse than expected] 
Education  What is your highest level of education? [1=average second. education; 2=higher second. education; 3=low-level vocat. training; 4=Leerlingstelsel*; 5=mid-
level vocat. training; 6=high-level vocat. training; 7=university] 
JobSimilarity  To what extent are your current activities related to past work? [1=not at all; 2=somewhat similar; 3=identical] 
EntExperience  Did you run a business prior to the start-up of this firm? [0=no; 1=yes] 
FinManExperience  Did you have experience with financial management prior to the start-up of this firm? [1=no experience; 2=little experience; 3=; quite some experience 4= a 
lot of experience] 
BusinessPlan  Did you write a business plan prior to the start-up of this firm? [0=no; 1=yes] 
KeepUp  Are you able to keep up with all relevant developments in your line of business? [1=not really…4=to a large extent] 
Outsourcing  Are certain activities within the firm contracted out? [0=no; 1=yes] 
Hightech  Is the sector you operate in characterized by rapid technological developments? [1=no … 4=to a large extent] 
Networking  Do you feel that you are able to participate in the relevant networks? [1=very weak…5=very strong] 
Push  Average score to the following four questions: Did the push factors: (1) unemployment, (2) threat of unemployment, (3) dissatisfaction with wage job, and (4) 
personal situation play a role in the decision to start your own business? [1=no; 2=to some extent; 3=very important] 
WorkCare  Did a better combination of work and household responsibilities play a role in the start-up decision [1=no; 2=to some extent; 3=very important] 
OwnBoss  Did the wish to be independent play a role in the start-up decision? [1=no; 2=to some extent; 3= very important] 
Opportunity  Did a discovery of a market opportunity play a role in the start-up decision? [1=no; 2=to some extent; 3= very important] 
Gender  Are you male or female? [0=male; 1=female] 
Age  Age in categories [1=<20; 2=20-24;3=25-29; 4=30-34; 5=35-39; 6=40-44; 7=45-49; 8=50-54; 9=55-59; 10=>60] 
LifePartner  Do you have a life partner? [0=no; 1=yes] 
Subsistence  To what extent are you dependent on the profits from your business for subsistence? [1=not at all…4=completely] 
OtherHours  How much time do you spend on activities next to running this firm? [1= <10; 2=10-19; 3=20-39; 4= >40 hours]  
FirmStatus  What is the status of your firm? [1=newly started firm; 2=restart existing firm; 3=take-over] 
StartCapital  What is the total amount of start-up capital? [1=,<fl.10,000; 2=fl.10,000-fl.25,000; 3=fl.25,000-fl.50,000;  
4=fl.50,000-fl.100,000; 5=fl.100,000-fl. 250,000; 6=fl.250,000-fl.500,000; 7= >fl.500,000]** 
HomeBase  Do you run your business from the home? [0=no; 1=yes] 
ManuCons  Do you run a business in manufacturing or construction? [0=no; 1=yes]*** 
WholeRetail  Do you run a business in wholesale or retailing? [0=no; 1=yes]*** 
*Here students combine school with a minimum of 20 hours work; **StartCapital is measured in Dutch guilders (florin). One guilder is equivalent to 0.45 Euro.  16 
RESULTS 
The  results  are  shown  in  Tables  2  through  5.  The  results  for  males  and  females 
combined are shown in Table 2. The results are split up for males and females in 
Tables 3 to 5. We will discuss the results in Table 2. A general summary of the results 
is  that  the  majority  of  the  hypotheses  are  not  rejected  with  the  exception  of 
Hypotheses  5  (on  business  planning)  and  Hypothesis  6  (on  opportunity-based 
motivation).  The  general  experience  variables  of  education  and  entrepreneurial 
experience positively influence overoptimism with respect to income and the latter 
also that with respect to psychological burden. The specific experience variables of 
job  similarity  and  financial  management  experience  reduce  the  extent  of 
overoptimism significantly, although the first with respect to income and the latter 
with respect to leisure time. The complexity of the venture increases overoptimism: 
high-tech firms and difficulties in keeping up with developments both significantly 
influence overoptimism. Networking and outsourcing reduce overoptimism, in line 
with Hypothesis 4. Hence, not wanting to do everything yourself reduced the chances 
of overoptimism. 
The variable of business plan does not significantly affect overoptimism in any of the 
three  forms.  Planning  apparently  does  not  help  to  reduce  overoptimism.  An 
opportunity-based motive for start-up reduces instead of increases overoptimism. This 
is a surprising result. It could indicate that entrepreneurs who see an opportunity are 
well  aware  of  the  various  steps  necessary  to  make  this  opportunity  profitable. 
Entrepreneurs  who  are  ‘pushed’  into  entrepreneurship  display  more  overoptimism 
with respect to income than those who are ‘pulled’ into. They may be disappointed by 
the  extent  to  which  they  improve  upon  the  situation  where  they  came  from.  The 
(intrinsic)  motives  of  independence  (ownboss)  and  combining  work  with  care 
(workcare)  appear  to  reduce  overoptimism.  The  latter  even  in  each  of  the  three 
categories of overoptimism (income, psychological burden and leisure time).  
The personal characteristics have little influence on overoptimism. Females are on 
average  more  overoptimism  about  the  psychological  demands  of  being  an 
entrepreneur. the firm characteristics are also not clearly affecting overoptimism. A 
takeover (compared to a newly started firm) does not reduce overoptimism, instead it 
increases  it.  Entrepreneurs  may  underestimate  problems  if  they  think  simply  to   17 
overtake the previous entrepreneur’s activities and clientele. Home based ventures 
provide ample leisure time, maybe because the start-up takes place in steps and not 
full-fledged. 
 
Table 2: Stepwise regression explaining three types of overoptimism 
  Overoptimism with respect to … 
  income  psychological burden  leisure time 
INFORMATION 
Education       0.037***  .  . 
JobSimilarity     -0.143***  .  . 
EntExperience    0.203**  0.185**  . 
FinManExperience  .  .  -0.061** 
KeepUp             -0.159***  -0.109***  . 
Networking             -0.055**  .  -0.062** 
Outsourcing              -0.092*  .  . 
HighTech      0.077**  .  0.065* 
BusinessPlan  .  .  . 
MOTIVATION 
Push              0.170***  .  . 
WorkCare    -0.073**    -0.073**    -0.106*** 
OwnBoss  .  -0.066*  . 
Opportunity    -0.086**  .  . 
CONTROLS 
Gender  .    0.126**  . 
Age  .    -0.045***  . 
LifePartner  .  .  . 
Subsistence              -0.096***  .  . 
OtherHours  .  .    0.039** 
FirmStatus  .  .      0.192*** 
StartCapital  .  0.041**  . 
HomeBase  .  .   -0.151** 
ManuCons  .  .  . 
WholeRetail        0.184***  .  . 
N  1156  1158  1156 
R
2  0.099  0.031  0.051 
(*), (**) & (*** )  refer to significance levels of 0.10, 0.05 and 0.01, respectively (two-sided test).  
 
The fit of the model is relatively low. The explanatory power for overoptimism with 
respect to income is only 10%. This explanatory power is even less for overoptimism 
with respect to psychological burden and leisure time. The fit is usually quite low    18 
also in other studies explaining levels of (over)confidence (e.g., Bhandari and Deaves, 
2006). See also Cooper et al. (1988, p. 105). 
 
Table 3: Explaining (fe)male overoptimism with respect to income 
  Female sample  Male sample 
INFORMATION 
Education   0.007     0.046*** 
JobSimilarity     -0.156**  -0.108** 
EntExperience  -0.012  0.270** 
FinManExperience  -0.031  -0.027 
KeepUp  -0.092  -0.183*** 
Networking  0.001  -0.078** 
Outsourcing    -0.222**  -0.051 
HighTech  -0.021  0.097*** 
BusinessPlan  -0.045  0.157** 
MOTIVATION 
Push   0.224*  0.138** 
WorkCare  -0.057  -0.036 
OwnBoss  -0.136*  -0.009 
Opportunity  0.024  -0.147*** 
CONTROLS 
Gender  .  . 
Age  0.029  0.012 
LifePartner  0.008  -0.153** 
Subsistence  -0.006  -0.134*** 
OtherHours  -0.014  0.011 
FirmStatus  -0.171*  0.026 
StartCapital  0.012  -0.016 
HomeBase  -0.054  -0.015 
ManuCons  0.285  0.019 
WholeRetail  0.135  0.209*** 
N  319  836 
R
2  0.107  0.139 
(*), (**) & (*** )  refer to significance levels of 0.10, 0.05 and 0.01, respectively (two-sided test).    19 
Table 4: Explaining (fe)male overoptimism with respect to psychological burden 
  Female sample  Male sample 
INFORMATION 
Education   -0.001  0.011 
JobSimilarity  -0.039  0.043 
EntExperience  0.193  0.186 
FinManExperience  0.011  -0.039 
KeepUp  -0.141**  -0.096** 
Networking  0.036  -0.073** 
Outsourcing  -0.109  0.012 
HighTech  0.020  0.031 
BusinessPlan  0.062  0.022 
MOTIVATION 
Push  -0.111  0.121* 
WorkCare  -0.069  -0.074* 
OwnBoss  -0.151**  -0.053 
Opportunity  0.024  0.002 
CONTROLS 
Gender  .  . 
Age  -0.029  -0.047** 
LifePartner  0.073  -0.036 
Subsistence  0.220***  -0.026 
OtherHours  0.084**  -0.008 
FirmStatus  -0.131  0.041 
StartCapital  0.065  0.033 
HomeBase  -0.031  -0.012 
ManuCons  0.361  0.016 
WholeRetail  0.078  0.040 
N  321  836 
R
2  0.107  0.044 
(*), (**) & (*** )  refer to significance levels of 0.10, 0.05 and 0.01, respectively (two-sided test).    20 
Table 5: Explaining (fe)male overoptimism with respect to leisure time 
  Female sample  Male sample 
INFORMATION 
Education   0.076**  -0.012 
JobSimilarity  -0.089  0.037 
EntExperience  0.161  0.060 
FinManExperience  -0.025  -0.069** 
KeepUp  -0.148**  0.061 
Networking  -0.030  -0.077** 
Outsourcing  0.146  0.044 
HighTech  -0.069  0.089** 
BusinessPlan  -0.002  0.061 
MOTIVATION 
Push  -0.075  0.139* 
WorkCare  -0.112*  -0.106** 
OwnBoss  0.095  -0.042 
Opportunity  0.048  -0.020 
CONTROLS 
Gender  .  . 
Age  0.003  0.015 
LifePartner  0.264  -0.140 
Subsistence  0.073  -0.027 
OtherHours  0.037  0.043* 
FirmStatus  0.147  0.219*** 
StartCapital  0.009  -0.019 
HomeBase  -0.011  -0.201** 
ManuCons  0.314  0.029 
WholeRetail  0.035  0.079 
N  320  835 
R
2  0.089  0.079 
(*), (**) & (*** )  refer to significance levels of 0.10, 0.05 and 0.01, respectively (two-sided test).  
 
DISCUSSION 
In line with Forbes (2005) our study shows that entrepreneurs are not a homogeneous 
group  when  it  comes  to  overoptimism. We  find  entrepreneurs  in  new  ventures  to 
differ in the extent to which they are overly optimistic because of informational and 
motivational reasons. The least overoptimistic were entrepreneurs who performed a   21 
similar  activity  beforehand,  who  were  relatively  low  educated,  who  had  financial 
management  but  no  entrepreneurial  experience,  who  participated  in  networks  and 
outsourced, who are not in high-tech, who keep up easily with developments and are 
pulled into entrepreneurship rather than pushed. Many of these findings confirm the 
‘hubris theory of entrepreneurship’ by Hayward et al. (2006). 
Small  business  advisors  may  benefit  from  appreciating  what  type  of  nascent 
entrepreneurs  may  be  more  likely  to  display  overoptimism.  Especially  the  high-
educated  starting  to  operate  in  complex  environments  without  specific  experience 
may  be  warned  of  potential  pitfalls  and  underestimation  of  competition,  project 
duration  and  finding  customers.  Further  research  into  the  demographics  of 
overoptimism is definitely warranted  (see Bhandari and Deaves, 2006). 
Optimistic entrepreneurs may drive out realistic ones from the market (Parker, 2006), 
the former of which usually remain in business too long earning less and bearing 
greater  risk  than  they  would  do  in  a  wage  job  (de  Meza  and  Southey,  1996). 
Therefore, it is important to investigate mechanisms through which overoptimism of 
established  entrepreneurs  can  be  reduced  or  through  which  excessive  entry  is 
discouraged (de Meza, 2002). Some have argued that biases and heuristics are often 
applied  in  an  unconscious  manner  (Tversky  and  Kahneman,  1981)  and  thus  are 
relatively immune from change or modification. Alternatively, others have reasoned 
that decision biases can be corrected through training (e.g., Russo and Schoemaker, 
1989; Fong and Nisbett, 1991; Busenitz and Barney, 1997, p. 24).    22 
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